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December 27, 1973 SPECIAL BULLETIN 

KASSUBA BANKRUPTCY: THE NEWS MAY BE WORSE THAN THE FACTS FOR TRUSTS 

Walter J. Kassuba, the nation's third largest apartment builder last year with an 
estimated 6,000 unit volume, has sought protection under Chapter XI of the Bankruptcy 
Act while he seeks to work out an arrangement with unsecured creditors. The action 
was taken Dec. 21 after an unsecured creditor reportedly had received judgment for 
a $900,000 cognovit note in an Illinois state court. 

According to our survey, 14 trusts hold approximately $135 million in various type 
investments with Kassuba and affiliated companies. Because the bankruptcy has re- 
ceived wide publicity, we are providing this special bulletin to summarize the impact 
of the action upon REIT shares generally and upon specific REITs. 

Our first conclusion is that the bankruptcy news may be worse than the facts for most 

trusts involved. With over $500 million real estate assets involved, the Kassuba bank- 

ruptcy is by far the largest real estate bankruptcy since the widely watched failure 
of Webb & Knapp a decade ago. The complexity and scope of Kassuba 's far-flung ope- 
rations guarantee that the court action will affect nearly all mortgage lenders: 
over 200 mortgage lenders hold about 300 mortgages and leases on about 119 properties 
under construction or in operation with about 36,000 dwelling units. 

For months the real estate fraternity has buzzed with reports about Kassuba 's finan- 
cial pinch but such rumors have been heard before with no apparent halt in the company's 
expansion. This year Kassuba strategy was to sell off some properties (the company 
asserts it has $100 million in equity in the properties) and numerous sales were in 
process. Nearly all were set for closing just before year-end so that tax-motivated 
buyers could claim tax benefits for all of 1973. 

But the unexpected judgment on the cognovit note (a note in which the borrower con- 
fesses judgment and waives court notice) caught everyone by surprise. Too, some 
first mortgage lenders refused to consent to the sales, insisting upon the right to 
renegotiate interest rates. All this combined to force the company to seek Chapter 
XI protection. 

Under Chapter XI, the debtor remains in possession of his business while he seeks an 
arrangement with creditors. In this case an arrangement is sought with unsecured 
creditors, mainly trade creditors, subconJ:ractors and three commercial banks, because 
secured lenders already have real estate assets as security. Soaring interest rates 
are blamed for the company's cash bind, although materials shortages which delayed 
construction in some instances hurt. 

The bankruptcy is likely to cut several different ways for the trusts holding invest- 
ments, depending upon priority of their claims. In bankruptcy proceedings, first 
mortgage holders generally have priority over all claims except mechanic's and material- 
man's liens and IRS liens. The REIT lenders will generally look to the property for pay- 
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ment of their investment. But REIT investments in our survey carry a variety of claim 


status, as follows: Mil. $ Percent 

First mortgage standing or permanent loans $43.863M 32.5% 

First mortgage construction loans 28.794 21.3 

First mortgage land and development loans 13.562 10.0 

Subordinated land purchase/leasebacks 35.325 26.2 

Junior mortgage and wraparound loans 13.538 10.0 

Totals $135,082 100.0% 


Two holders of subordinated land purchase/leasebacks, Cabot, Cabot & Forbes Land Trust and 
Larwin Mortgage, said they would cancel leases to Kassuba properties and take possession. 
Others said they would study the situation further. 

For REIT investors, the key question is whether the trust will stop accruing interest or lease 
payments on their investments. Again opinion was divided, with most trusts saying it depend*^ 
upon various state laws plus later decisions by the Federal judge hearing the case. 

ICM Realty, with $9.6 million in six projects three and four years old, said it would not 
report income until the cash was received. Others like HNC Mortgage said it would continue 
accruing interest on the theory that rental proceeds from projects would be used to service 
debt obligations. Investments in uncompleted projects appear to be most vulnerable since 
they can be hurt by mechanic's and materialman's liens. We would avoid trusts with large 
amounts in the construction and land loan category shown below for the time being. 

Because of these uncertainties, it is not possible to assess with any precision the ultimate 
earnings impact on individual trusts. The largest potential impact could be on earnings of 
HNC Mortgage, NJB Prime Investors, and First Wisconsin Mortgage. We stress these are 
potentials and actual impact cannot be judged fully at this time. 


Of the investments shown below. First Mortgage reports about $11.7 million of its first mort- 
gage permanent loans have been sold. Several other lenders believe some of their properties 
are in the process of sale, although the bankruptcy filing may have halted such sales. NJB 
Prime's subordinated land leasebacks are on nine projects completed in 1971, while ICM Realty's; 
six land leasebacks are on Chicago area properties completed three and four years ago. Gen- 
erally all are reported well rented, occupancies ranging from 70% to near 100%. Land loans 
are generally for second and third phases of completed projects. HNC Mortgage's largest in- 
vestment is a $7.2 million standing loan on a completed apartment in Clarendon, 111. Construc- 
tion is reported halted at several of the projects with construction loans. The following 
table shows total trust investments, by type and individual trust, and Kassuba investments 
as a percentage of total assets (in millions of dollars): 

Kassuba Investments 



Total 

Land/ 

Const. 

Perm. & 

Seconds 


% to 

Trust 

Invest. 

Lease 

& Dev. 

Standing 

& Wraps 

Total 

Kassuba 

Berg Ent. RE 

$22.6 

$T72U0 

-- 

-- 

$ 0,615 

$^17515 

8.0% 

Cabot C&F Ld. 

155.3 

1.000 

-- 

— 

— 

1.000 

0.6 

Colwell Mtg. 

132.8 

— 

$2,500 



2.500 

1.9 

Diver. Mtg. 

330.9 

-- 

0.400 

-- 

0.600 

1.000 

0.3 

Fi rst Mtg. 

650.0 

-- 

15.000 

$31 .000 

7.000 

53.000 

8.2 

First Wise. 

186.1 

— 

10.375 

0.196 

1.623 

12.194 

6.6 

HNC Mtg.&Rl. 

122.0 

-- 

5.215 

9.267 

2.600 

17.082 

14.0 

ICM Realty 

67.0 

9.600 

-- 


... 

9.600 

14.5 

Larwin Mtg. 

150.2 

5.400 

-- 

— 


5.400 

3.6 

Mtg. Tr.Amer. 

157.1 

— 

0.866 

3.400 


4.266 

2.7 

NJB Prime Inv. 

83.2 

10.500 

3.600 


1.100 

15.200 

18.3 

No.Amer. Mtg. 

214.2 

-- 

4.400 



4.400 

2.0 

Rlty. Inc.Tr. 

65.4 

3.750 

-- 



3.750 

5.7 

Unionam.M&E 

124.7 

3.275 

— 



3.275 

2.6 

Arlen Prop. 

52.1 

0.600 

— 

-- 

-- 

0.600 

1.2 

TOTALS 


$35,325 

$42,356 

$43,863 

$13,536 

$135,082 



INDEX FOR 1974 (COVERYING ISSUES FROM JAN. 28, 1974 TO DEC. 23, 1974) 


REIT Sharekout? Is one coning and what 


market action to take Jan. 28 

Capital offerings for fourth quarter 

and 1973 Jan. 28 

Economic Trends now favoring REITS but 

accountants, bank hold key cards Feb. 11 

Hint of strength suggests opportune 

buying time Feb. 25 

Trusts with large management shareholdings: 

rare breeds and sound values Mar. 11 

Trust shares continue show of strength 

in face of bad news Mar. 25 

REIT warrants; A special time to look at 

these speculative vehicles Mar. 25 

Special Recommendation: Avoid new purchase 

of all short-term mortgage REITS Apr. 4 

Trusts with strong management holdings: 

worth considering despite problems ... .Apr . 15 
Hostile money and stock markets 

depressing REIT shares Apr. 29 

Long-term mortgage trusts: Some 

relatively strong fundamentals May 13 

Rising interest rates depress 

REIT shares more .May 28 

Non-earning REIT investments: First 

survey shows concentration May 28 

Short-term mortgage trusts: Slightly 
brighter interest picture opens 

bargain basement June 10 

Action mixed as equity groups firm June 24 

News briefs on real estate trusts and 

industry events June 24 

Relatively strong so far, combination trusts 

have limited recovery potential July 15 

News brief about real estate trusts 

and their industry July 15 

Trusts tumble sharply against high 

money cost backdrop July 29 

Convertibles: High yields plus some safety 

and appreciation potential July 29 

Capital raising dried up in first half.. July 29 
Intermediate term mortgage and smaller 

equity trusts have limited appeal Aug. 12 

Plummeting share prices lengthen time 

for REIT recovery Aug. 26 

Industry News: Atlanta developer in 

bankruptcy; changes at Continental. .. .Aug. 26 

The Outlook for Mortgage REITS Aug. 26 

Long-term specialty and latid trusts 

provide some interesting values Sept. 9 

First break in prime rate brings 

little relief from downtrend Sept. 30 

New Feature: Relative Appeal Rankings 

and Latest Comment Sept, 30 

Major Short-term trusts a mixed bag even as 
interest rates ease from the summit. . .Oct. 14 
A roller coaster ride as interest rates 

ease further - Oct. 28 

Short-term lending trusts offer some 
speculative values on highly 

selective basis Nov. 11 

Remain selective with accent on 

quality equity trusts Nov. 25 

Smaller short-term trusts show dividend 
stability as reward for stay-at-home 

philosophy.. Dec. 9 

Moderate and selective recovery for 

New Year Dec. 23 


INDEX OF TRUSTS (R=Basic Reviews) 


— A ~ 

Alison Mortgage Investment Trust Aug, 12R 

Feb. 25 

American Century Mortgage Investors .... .Apr. 15R 

Jan. 28, Mar. 25 

American Fletcher Mortgage Investors ... .Apr. 15R 

Mar. 25 

American Realty Trust Aug. 12R 

Jul. 29 


Associated Mortgage Investors Jan. 28 

Mar, 25, June 24, July 29 

Atico Mortgage Investors Nov. HR 

Mar. 25 

Atlanta National RET Apr. 15R 

(Hospital Investors) 

— B — 

BT Mortgage Investors Mar. HR 

Apr. 15 

Baird & Warner Mtg. & Rlty. Inv Dec. 9R 

Apr. 15 

Bankamerica Realty Investors July 15R 

Aug. 26 

Barnes Mortgage Investment Trust Dec. 9R 

Apr. 15 

Barnett liortgage Trust Oct. 14R 

Sept. 9 

Barnet t-Wins ton Investment Trust Aug. 12R 

Jan. 28 

Beneficial Standard Mortgage Investors . .Dec. 9R 

Mar. 25 

Berg Enterprises Realty Group June 10 

Builders Inv. Group June lOR 

Jan, 28, Mar, 25, Aug. 26 

— C — 

C.I. Mortgage Group June lOR 

Mar. 25 

C.I. Realty Investors Feb. HR 

Nov. 25 

Cabot, Cabot & Forbes Land Tr Sept. 9R 

Feb. 11, June 24, Aug. 12, Aug. 26 

Cameron-Brown Investment Group ....Oct. 14R 

Jan. 28, Feb. 25 

Capital Mortgage Investments June lOR 

Mar. 25 

Central Mortgage & Realty Trust Dec. 9R 

Apr. 15 

Chase Manhattan Mortgage and Realty Tr..0ct. 14R 
Jan. 28, Apr. 4, July 15, Aug. 26 

Citinational Development Trust Jan. 28 

Mar. 25 

Citizens & Southern Realty Investors ... .Oct . 14R 

Jan. 28, Aug. 26 

Citizens Growth Properties Aug, 12R 

Aug. 26 

Citizens Mortgage Invest. Trust Mar. 25 

CleveTrust Realty Investors Aug. 12R 

Mar. 11 

Colwell Mortgage Investors Mar. 25 

Apr. 15 

Commonwealth National Realty Trust Jan. 28 

Apr. 15, July 15 

Connecticut General Mortgage & Rlty Inv, May 13R 
Jan. 28, Mar. 25, Jul. 29, Aug, 26, Sept. 30 

Continental 111. Properties Feb. HR 

Aug. 26, Sept. 30 

Continental 111. Realty Nov. HR 

Feb. 11, Feb. 25, Mar. 11, Mar. 25 

Continental Mortgage Investors Nov, HR 

July 15, Aug. 26 


Cousins Mortgage & Equity Investments. . .May 13R 

Jan. 28, Nov. 25 


~ D — 

Denver REIA. .Nov, 25 

Derand Real Estate Inv. Trust July 29 

Diversified Mtg. Inv Aug. 12R 

Feb. 25, June 24 

Dominion Mtg. & Realty Trust Feb. 11 


Apr. 15, Aug, 26, Nov. 25 
~ E — 

Equitable Life Mortgage & Equity Inv.... May 13R 

Aug, 26, Sept, 30 


— F ~ 

Federal Realty Investment Trust Nov. 25 

Fidelco Growth Investors May 13R 


Fidelity Mortgage Investors Jan. 28 

Feb. 11, Mar. 11, July 15, Aug. 26 

First Commerce Realty Inv Dec. 9R 

Apr. 15, Nov. 25 

First Continental Mtg. Inv .....Mar. HR 

Apr. 15 

First Men^his Realty Trust Sept. 9R 

Mar. 25 

First Mortgage Investors June lOR 

Jan. 23, Feb. 25, Mar. 25, Apr. 4, Aug. 26 

First of Denver Mortgage Investors Oct. 14R 

First Pennsylvania Mortgage Trust Oct. 14R 

Mar. 11, Mar 25 

First Union Real Estate Equity 

and Mortgage Investments..... July 15R 

Jan. 28, July 29, Aug. 26, Nov. 25 

First Virginia Mortgage & R.E Aug. 12R 

Jan. 28, Aug. 26, Nov. 25 

First Wisconsin Mortgage Inv ..Jan. 28 

Feb. 11, June 24, Sept. 9 

FI at ley Realty Investor Apr. 15R 

Mar. 25 

Florida Gulf Realty Trust Feb. HR 

Franklin Realty July 15R 

Fraser Itortgage Investments Apr. 15 

— G — 

General Growth Properties Feb. HR 

Jan. 28, Apr. 15, Aug. 26, Sept. 30, Nov. 25 

GIT Realty & Mortgage Investors Apr. 15 

(Formerly Goodrich Investors Group) 

Gould Investors Trust Mar. HR 

Apr. 15 

Great American Mortgage Investors Mar. HR 

Jan. 28, Apr. 4, Apr. 15, Dec. 9 

GREIT Realty Tr Feb. HR 

Jan. 28 

Guardian Mortgage Investors Dec. 9R 

June 24 

Gulf Mortgage and Realty Investments ... .May 13R 

June 10, June 24 

Gulf South Mtg. Inv Jan. 28 

Mar. 11, Mar. 25 

-- H — 

HNC Mortgage & Realty Apr. 15R 

Jan. 28, Feb. 25, Mar. 11, June 24 

Hamilton Inv. Tr Mar. 25 

Apr. 15, Aug. 26 

Hanover Square Realty Investors Apr. 15R 

July 29 

Heitman Mortgage Investors Nov. HR 

Apr. 15, Jul. 29, Aug. 26, Nov. 25 

Hospital Mortgage Group Sept. 9R 

Hotel Investors Sept. 9R 

Hubbard Real Estate Investments Feb. HR 

Nov. 25 

ICM Realty Sept. 9R 

Jan. 28, Feb. 11, l^r. 11 

June 24, Aug. 12, Aug. 26 

IDS Realty Trust June lOR 

Jan, 28, Apr, 4, Jul. 29, Nov. 25 

Independence Mtg. Trust Jan. 28 

(Formerly USF Investors) Mar. 25 

Indiana Mortgage & Realty Investors July 15R 

Institutional Inv. Tr Nov. HR 

Investors Realty Trust...... July 15R 


JMB Realty Trust 

Justice Mortgage Investors 

— K — 

KMC Mortgage Investors.... 


Larwin Mortgage Investors Mar. 25 

Larwin Realty & Mortgage Trust Sept. 9R 

Lomas & Nettleton Mortgage Inv Nov. HR 


Jan. 28, Aug. 26, Nov, 25 
— M — 

IdcCorraick Mortgage Investors of Florida. Jan, 28 

M&T Mortgage Investors Dec. 9R 

Apr. 15 

MassMutual Mortgage & Realty Investors . .May 13R 
Mar. 11, Jul. 29, Aug. 26, Sept. 30 


.July 15R 
Apr. 15R 
July 15 

.Apr. 15 


Midland Mortgage Investors Nov. HR 

Feb. 25, Mar. 25 

Miller (Henry S.) Realty Trust July 15R 

MONY Mortgage Investors May 13R 

Aug. 26, Sept, 30 

Mortgage Growth Investors Sept, 9R 

Feb. 11, Aug. 15 

Mortgage Investors of Washington June lOR 

Mar. 25, Apr. 15, Jan, 28 
Mortgage Trust of America June lOR 


Jan. 28, Feb. 

25, Mar. 

25 

— N ~ 

NJB Prime Investors 


28 


Aug. 

26 

National Mtg. Fund 


24 


July 

15 

Nationwide Real Estate Inv 


9R 


(Formerly Galbreath First Mtg. Inv.) Jan. 28, Apr .15 

New Plan Reatly Trust. Mar. HR 

Apr. 15, Nov. 25 

North Araerican Mortgage Investors Nov. HR 

Jan. 28, Feb. 11, Apr. 4, Aug. 26, Nov. 25 

Northwestern Mht. Life Mtg. & Rlty. Tr. .May 13R 
Jan. 28, Aug. 26, Sept. 30 


— P 

PNB Mortgage and Realty Investors ..Sept. 9R 

Mar. 25 

Palomar Mortgage Investors Jan. 28 

Apr. 15, Aug. 26 

Pease & Elliman Realty Trust..... Aug. 12R 

Pennsylvania REIT Feb. HR 

Nov. 25 

Property Capital Trust ....Mar. HR 

Apr. 15 


~ R — 

Real Estate Investment Trust of America. Feb. HR 


Nov. 25 

Realty & Mtg. Inv. of the Pacific Sept. 9R 

Realty Income Trust Mar. HR 

Apr. 15 

Realty Refund Trust Mar. HR 

Mar. 25, Apr. 15 

Republic Mortgage Investors June lOR 

Mar. 25 , Aug. 26 

Riviere Realty Trust Nov. 25 


— S ~ 

BcF. Saul Real Estate Inv.Tr 

Jan. 28 

Security Mortgage Investors 

State Mutual Investors 

Summit Properties 

Sutro Mortgage Inv. Tr 


— T ~ 

TMC Mortgage Investors... 


Terrydale Realty Trust 

Tri-South Mortgage Inv 

Mar. 25, 

— U ~ 

UMET Trust 

(Formerly Unionamerica Mtg.Tr.) 

U.S. Bancorp Realty and Mtg 

U.S. Equity aad Mortgage Tr 

U.S. Leasing Keal Estate Inv 


U.S. Realty I: 


iv. 


Jan. 28, Apr. 15 


— V ~ 

Virginia Rea], Estate Investment Tr. 


Wachovia Rlt^ 
Walter (Jim) 


— W ~ 

. Investments. 
Investors 


Washington REIT 

pan. 28, Aug. 26, Sept. 30 

Wells Fargo Mortgage Inv 

Western Mortgage Investors 
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Apr. 

15 


15 


14R 
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Aug. 
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15 


HR 

Mar, 
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Mar, 
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